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HIGHER EDUCATION/Education Department FFEL Auction Program
SUBJECT: Higher Education Act Amendments of 1998 . .. S. 1882. Kennedy amendment No. 3119.

ACTION: AMENDMENT REJECTED, 39-58

SYNOPSIS:  As reported, S. 1882, the Hiver Education Act of 1998, will reauthorize and amend numerous Fedgrat hi
educatiorprograms.
The Kennedy amendmentwould put the Education OQmrtment, which under the Clinton Administration has worked to

eliminate the Federal FamiEducation Loan (FFEL) Pgoam (also called the Guaranteed Student Loan (GSkgy&m), in chage

of “pilot” programs to distribute FFEL lendjnauthoriy by auction. The Education Partment favors its troubled direct
government lendig program over the FFEprogram. Under th@roposed filot” programs, y to 10percent of FFEL loan volume
would be auctioned for gears. (BACKGROUND: Most Federaldfier education lendinis throwgh the FFELprogram, which
includes Stafford Loans, Federal PLUS loans, and Federal Consolidation loans. Privat@ieviderthe cpital, and the Federal
governmentprovidesguaranteesgainst loss throgh default, death, disabit or bankrptcy. This arragement was instituted
because the Federal Government had found that othgurtmgrtams that it had created in which the Governrgamé loans directl

had resulted in lge losses and inefficiencies. Over gast 33years, the FFEL hagven more than 92 million student loans totglin
$245 billion. In 1992, in the last reauthorization of thghdr Education Act, pilot direct lendirg program was instituted. Aear
later, before thagpilot program had been adeatel assessed, President Clinton and a Democratic-controllegt€ssproposed
graduall replacing the FFEL with a direct lendgnprogram. Thatproposal was based on tlggestionable assystion that the
Federal Government would be able to loan nyom®re efficienty and effective} thanprivate lenders. B 1994, olpective
assessments of the new direct leggirogram started to become available. The mpesgram had Jercent of total loan volume

in 1994, and the OQmrtment of Education perted that it could not account for pdrcent of the monethat it had loaned. This
14-percent loss did not include ymdministrative costs or the costs from loan defaults. Also, it did not include the cost th
Government incurred from hagtself to borrow mong so that it would have mowpdo lend. The direct lendgprogram has
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continued tayrow, and it has continued to plagued ly problems. It currenyl conprises 32percent of total loan volume, thgial
Democrats in 199Blanned for it to comrise 100percent of total loan volumeylihis date. The Education partment Inpector
General audited 16 direct loan schools in 1996 and foundd@ meaknesses in all 16 of thggegrams, includig that 53percent
of student status perting was inaccurate, 7dercent of student records in the national student loan gksteens were inaccurate,
58 percent of transactions were ngbeged ly schools throgh the D@artment in a timgl manner, and the Partment did not have
a process to matchpecific drawdowns with gecific disbursement transactions. In 1997, thedbenent had so erroneousl
miscalculated the volume of consolidation loans and tlgtHend time reuired to consolidate those loans that gtess had tpass
a 1year emegeng/ consolidation bill to let student® throwgh theprivate sector instead. Lagtar it sent out 2.7 million forms
with the wrorg shadig on them, so the forms endeaglleirg processed incorregtl Currenty, none of the Education partment’s
conputer ystems that are rpsnsible for the accurate deliyeof neary $50 billion in financial assistance amear-2000 compliant,
and ony 14 percent of its mission-critical cgmters have been renovated for ylear-2000 date chga.)

Those favoringthe amendment contended:

The Kenneg amendment should be favoreg dl of those Senators who are constantanpioning the virtues of the free
market. It would start gilot program that would allow lenders, thrgluthe free market, to set the interest rate syttbidt the
Federal Government shoybdy. Right now, the Governmemstpicks a rate abovegiven Treasuw note rate that it §& it will
pay. It has no we of knowirg if that rate is the best rate that it ggat. Toget around thiproblem, the Kenngdamendment would
have the Federal Government ask for bids on the rates at which lenders would gé¢ojdimtheprogram. The tagayers would
end p savirg substantial sums of moperhe Government has used auctions inyr@her areas in order to save myrisogically,
it should work for student lendyras well. We uge our collegues to spport this amendment.

Those opposinghe amendment contended:

Most students and universities have found that the FFEirdroserves their needs better than the direct Igpdagram. Our
liberal collegues are frustratedytihis fact, and instead of workjito make the direct lendjrprogram better the are tying to find
ways to destrg the FFELprogram in order to force students and agdle, @ainst their will, into the direct lendgprogram. With
this particular amendment, our collgges want to take lfiercent of the FFEL loan volume apdt it under the control of new
Department of Education auctiomifot” programs. Thigproposal is olpectionable for two reasons. First, it is toakrit would
essentiall experiment on hundreds of thousands of student loans. Second, it pubdlte Dgartment of Education, which is
hostile to FFEL lendig, in chage of thepilot programs. Hundreds of thousands of students would be shoved into brangllagw “
programs that we believe welikely would be deliberatgldesgned to rurpoorly. Those students’ educations woulddogat risk.

We are not hostile to the idea of ugauctions for the FFEprogram. The conga should be studied further, and this bill will
require the D@artment of Treasyr which itself uses auctions extensiveb stug whether it can be made to work for student
loans. Our initial, main concern with the idea is that auctionspuatoo much erphasis on costgnoring that FFEL loans are
supposed to bgrovided as a social benefit. Loageneraly should be available farogpective students withoutgard to credit
history, educationaprogram, loan sizegeographic location, ompotential as a consumer of future cremidducts. If cost becomes
the drivirg factor, theprogram ma end g havirg a bias in favor ofjiving loans to wealthier students who least need to borrow
mongy. Further, ap charges to the delivgrsystem must strive tpreserve the lgh level of service that students and institutions
of higher education currentierjoy.

We frankly hope that the TreasyDepartment can comeuuwith an auction model to overcome thpeablems because we favor
conpetition. If our collegues are serious about wawgtitonpetition, we mg be able to find grand conpromise ly comirg up
with aproposal that pplies both to the FFEprogram and to their direct lendirprogram, which does not haveyanonpetitive
elements. The Kenngdamendment, thah, is not a seriougroposal. It would serve oplto undermine the FFEprogram, and
to put the educations of hundreds of thousands of students at risk. Wghstnge the rgection of this amendment.



